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ABSTRACT 

The unit method of accounting for investments, also 
, called the market-value method, is defined as a procedure for 
accurately allocating income and investment gains and losses, both 
realized and unr^lized, betveen component funds of an investment 
pool* This procedure provides a data base for the calculation of 
investment performance. Advantages of the procedure are described, 
' and basic implementation methods are outlined. Details are offered on 
- conversion or start up problems,' frequency of calculations, valuation 
dates, arccounting for withdrawals, t-ransfer between pools, 
distribution of income, ^ performance evaluation, number of investment, 
pools,, and recordkeeping. It is noted that the unit method can be 
made as .simple or as sophisticated as the institution may desire and 
its advantages^ offset the efforts it takes. (LBH) 
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Poolmg of funds and' investing for total return require better procedures for accounting 
and rqportif]ig7Nrhe method' described here is not o>erl> difficult and meets these objectives. 
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Hibtoricall). the procedurei) tolloued m accounting for 
inxebtments ha\e had httle attention because there uere no 
"problemb " Maintaining records on uhere funds uere held, 
uhat the> uere invented m. and hou much the\ earned uere 
the important aspects of m\es»tment accounting From an 
accounting standpoint, this required nothing more than 
keeping detailed records. When funds uere received for re- 
Ntncted purposes. the> uere usualK invested separate!) so 
that the identitv of the funds could be maintained for 
valuation and income determination purposes While 1 
beheve that manv irustees thought this uas the onlv prudent 
uav to handle restricted funds. I ' suspect that this belief 
was fostered bv the accountants uho either didn^'t knou hou 
to or uere not mterested m accounting for investments 
in anv other uav 

\> all of us are auare. the attitudes of the trustees ''(and I 
might add the accountants) have been changing in recent 
vears with regard to the investment of funds and the **pooling" 
concept IS nou commonlv accepted With the pooling of 
funds and the new investment phitosophv of investing for 
"total return" the need for better accounting and reporting 
procedures relating to in\estments becomes obvious. This 
IS , where ahe unit method of accounting for investments 
comes into play 

Before discussing the details of the unit method of ac- 
counting for investments, an explanation should be made 
about other commonlv used names for this same procedure 
The Unit Method is also known as the Share Method; 
the Unit-Share Method; the Mutual Fund, Method; and the 
Market-Value Method, The Market-Value Method is the 
name used by the American Council on Education in its 
book Co-lle^e ami Uni versa \ Business Administration 
For the purposes of this report it will be referred to as the 
Ufiit Method. , 

Using the Unit Method to accoQnt for investments serves 
two distinct purpo'ses. First, it provides a means for ac- 
curately distributing income and capital 'appreciation or 
depreciation earned by a pooled investment account equitably 
between the component parts of the pool. This might be 
referred to as its accounting purpose. Secondly, it provides 
a means tor evaluating mvestment performance. This might 
be referred to as the evaluation purpose. Most literature on 



the subject usuallv refers to the I nit Method in terms of ac- 
complishing one or the other of these purposes We uill try 
to cover both aspects in tbis report 

BaMcallv, the I nit Method might be defined, as a '*pro- 
cedurc lor accuratelv allocating income and investment 
gains and losses, both reali/ed and unrealized, betueen 
component lunds ot an investment pool, which procedure 
provides a data base for the calculation of investment 
performance " 

The I nit Method is not neu but uas evolved many vears 
ago uhen mutual funds uCre faced uith the pi^oblem of 
providing a precise continuing record of the net asset value 
of an individual's jnvesiment, irrespective of new sub- 
scriptions' and redemptions. It also solved for theqi the 
problem of measuring the change in. total value produced by 
mvestment performance, uithout aHowing contributions and 
uithdrauais to aff'ect the measurement. Bank .trust depart- 
ments have also been using the UnU Method for a number 
of years in the management of their "common trust funds." 
It uould appear that until recently colleges and universities 
have not. for the most part, adopted such procedures for 
handling their investment funds: In fact, there is some 
evidence to indicate that there are still many who have not 
adopted'this procedure even though principle 17 in College 
and L niversit\ Business Administration indicates that -it 
should "be followed. 

The advantages of using the Unit. Method are several. 

1 It j^rovides an accurate means of distributing earned 
income between funds received at different rates. This 
IS particularly important where endowment funds or 
other funds with different restrictions, are invested 
in the same investment pool. 

2. It provides a precise continuing record. of the net asset 
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\alue of each fund addition irrespective of neu fund 
additions or uithdrauals Knouing the net ai»set \alue 
lb exiremel) imponant uhen it becomes nece^sar\ to 
uithdrau funds from an mvesiment pool 

3 'It provider a method uherebs various funds can be 
pooled for investment purposes and ^et maintain' the 
separate identitv and the accountabihtv for each fund. 

4 Ii-provideb a data base uherebv the performance of 
bcparatelv invested funds or pools can be compared 

Basic Procedure 

The basic procedure;^ for the Unit Method of accounting are 
fairlv simple \i the Jime an addition to an mvestm^nt pool 
IS to be made the t,otaI market \aliie of the pod is calculated 
The number of units outstanding are th'ert divided into this 
valuation. to determme the m'arket value of each unit. Thi> 
unit value is then divided into the value of the <iddHion to 
determine the number of units the new addition ulll be 
assigned The depo:>it oi cash or securities is then made and 
the number of units outstanding is increased bv the number 
of uniti assigned to the neu addition When a uiihdrawal fs. 
to be made, the market value of the ppol and t)f each out- 
standing unit lb again" determined. This unit value is mul- 
liplied>snmes the number of units owned b> the fund being 
uithdravJjB to determine the amount of ca>h or securities to-be 
withdrawn After th^ withdrawal has been made, the number 
of umts/outstanding is reduced b> the number of units pre- 
^wuslv^whe*d bv the wit|idrawing fund 



^ ot the distribution of net assets and» income to funds that 
ha\e been received at diflerent dates in the pasr» it is pre- 
ferable that a retroactive conversion be made .Hou far back 
It should be made can best be ascertained bv determining the 
most recent date'ihat the market value and the book value of 
the investments uere ne^Jrlv similar However, if previous 
to that date there had been significant differences between 
cost and market an earlier date of similaritv should be chosen. 
Ihe date ol conversion, however, mav have to be chosen 
from some lajer date if adequate historical financial m- 
formatiOTi is not available 



ned Imrstment Vecount Immediatelv Before Vdditiun 

Toul Market Vdlue . " « 

Number of I mis ()Ul^tand^ng . i OOO 

Market Value Per I njt , ' S 125 

Addition 

Market Value ol Addition . $ 25 fxX) 

. Ni^mber oK nub to be Lssucd ^S2S,fXX) ;S125) , 2fX) 

Pooled Investment \ccount Jniniedutel> After Addition 

. lotdl M,trket Value iSl25.rX)0-S2$.OOO) . . SiSOml 
Number ul Lnits Out>unding ( 1 .000 200 ) - 1 .2(X) ■ 

Market Value Per t'nit , S 125' 

V^'lthdranal 

Number (>f I ftKs Owned bv W ithdra wing Fund " ^5^) 

Market Value Per Unit on Date ul Wiihdravval . S ^ J25 

, Market Value of I nit'. Iking VVithdrii^vn (.^5b'Sl25) ' S 43.750 

Pooled Investment Account immediately After Withdrawal 

Total Market Value iS 1 5<^f/XX) S43.750) , . /$U)6.250 

Number of I nils Outstanding (1.200 ^50) ^Sd 
MarkerVdiue Per (nit ' - . S 'l-SS 

Conversion or Start Lp Problems 

Conver'>j|on from the book method fcost method)/ to^the 
Method of accounting for investments -creates some 
interesting prphlems. The first question which comes up is 
the dale of the conversion. Should the conversion be made 
as of a current date or should the con>ersiqn be made 
retroactive to some earlier date'' In order to insure th'e fairness 



Fha second probiem thai.i^ laced is hou much prior \ear 
iniurmaiiun vull be needed \o make the conversion As pointed 
oui earlier. ;he tuial -market price of an investment pool is 
needed fur lhi>se dates ahen addiUons and withdrawals are 
rii4d^ from the in\e^imeru pool For man> insiiluiions it mav 
hc,eM5emLl> difficulty nui oiiJv lo calculate the market price 
^'t the mvestmenf fund on the date of e^ch prior veax's addi- 
tion ur \uthdraual hut aku the exact date of &ach transaction 
•,may i}c diTliLult to d'eiermine Accordinglv, in making a 
retroactive conversion one should first determine tKbse dales 
vshen the total market \aiue of the fund is kpoun aI a mmi- 
mum one Wuuld suspect that these market values ar4 readtlv 
asLeriamabk from the institution's annual finajiciaj state- 
mentis for each ppior year end The \alues Jor other dates 
nidv he a-feilabie from prior > ear's investment reports W other 
data Once a determination has^been made as to the valuation 
dates uhich uil! be used, the date of each pnor^year's addition 
or uithdfaual nej^ds onfv to be determined wkh enoifeh pre- 
ciseness to classify each between any two Naluation^-dates. 

After the informational problems have been reso!ved,|the re- 
troactive calculations of the number of units outstanding can 
be made. First an arbitrary value is set for each unit. Usually 
a value of SiO, SlOO or S1,000 is selected. This unit value is 
divided into the total market value of the investment fund 
on the beginning date to arrive at the number of units to be 
tissigned to each of the component funds as of that. date. 
From there the usual calculations are made with a^ much 
' frequency as data are available. 

From a practical sense, the making of prior year calculations 
might only be made as of each prior year end. While the 
accuracy of such a determination may not be precise, it 
would be sufficiently accurate to provide information for 
making reasonable allocations of future income and for re- 
viewing prior year performance and growth trends. 

For some institutions the ta^k of going back and ascertaining 
the* year or period m which a specific gift or addition was 
made may be thi^ most difficult part of the whole conversion, 
fn those biases Where this is the probleiVi, or the problem is 
ihat ^he institution does not have sufficient staff time 16 
ascertain this mformation, the conversion can still be 'made'. 
iisingaddilLo/is and retirement on a gross basis as they show 
uf) in the fund balance account for ea<!h year. The unit value 
and nij'mber of units outstanding for ekch*year end can be 
determine<;|^from this information and then related back to 
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speciliL additions or retirement as time permits In some 
• cases this inlormation ma\ be related back to onl\*Hi)ose 
tunds such as restricted I'unds where it is important to know 
the amount of mcome earned From the standpoint ol re- 
\iev^mg prior \ ear's performance of the fund thp unit prices 
■ arrr\ed at in this \\a\ ma\ not be precise but should be 
- sufllcientU accurate to show overall growth trends 

Frequenc) of Calculations 

•\tter the fnit Method has been established for a fund a 
determination sl]ould be made as to how often the calculaiions 
will be made m the luture It goes without sa\ing that the 
more olten the\ are made the inore accurate the results will 
be ^n the ca>e of mutual funds, it is essential that the> 
make |heir cala^lation on a dail\ or a weekU basis From 
the standpoin^^ colleges and universities, it would seem 
that the calculations would 'ha\e to be made no oitener than 
month!) and. dependmg on the lrequenc\ of additions and 
withdrawals, ma> be made less often Other aUernatues 
might he quarter!) or semi-annuallv It could also be possible 
to make the calculation onl\ on those dates when additions 
or withdrawjils are m^de il market \alues for those' dates 
could be easil> ascertained 

Valuation Dates 

The totaLmarket \alue of all assets owned by the pool is 
determined ion the last business da> of each month or other 
\aluation date that ma> be selected and from this total the 
\dlue of each participating unit is computed This unit value 
Is Used to calculate the additions and withdrawals made 
during the following month or period While it would be 
possible to Use the \aluation at the end of' the month for 
determining the accounting for transactions made during that 
"month, the bookkeeping is much simpler using the beginning 
of the month unit values. In the case of significant additions 
or withdrawals from a pool a valuation as of the date of 
th^ transactions should be made. 

Accounting for Withdrawals 

Where cash is added to the pool the additional number of 
units issued is determined by dividing the unit value of the 
units outstanding at the end of the preceeding period into the 
total cash deposited When securities or other assets are 
added to the pool their fair market value at the date of 
addition is used for determining the additional number of 
Units to be' issued. The same is true for withdrawals from 
the pool in that the value of the units being withdrawn 
determines the value of the assets to be removed 

Howe\er, in accounting for withdrawals two problems g^- 
nerall> arise First, the amount withdrawn fnuml^er of units 
times unit value) geritraJ}> will not equal the book value of 
the fund being withdrawn This is due to the fact that after 
a fund has been added to an investment pool the book 
value will remain the same but it^ market value will increase 
or decrease as the value of the pooled investments increase 
or decrease The second problem arises if assets other than 
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cash are with*drawn'lrom the pool In this case the recorded 
prue ol the investments ^mg withdrawn Ubuallv will differ 
Irom their current mari;et value 

When the hook value ot the luhd being withdrawn is dit-' 
lerent trom the market value ol'the assets being withdrawn, 
the diflerence lor accounting purposes is debited or credited 
to the "reah/ed gams or loss account" for that pool If 
withdrawals are significant m size or occur frequenilv, a 
separate account might be established to accumulate these 
amounts For statement purposes' the separate account would 
be ollset against the regular realized .gains -or loss account-^ 
tor the pool 

» 

When the book value ol the securities being withdrawn is 
diUerent Irom the market value the difference is also debited' 
or credited to the realized gains or loss account 

Transfer Between Pools . * 

When a transter of funds is made between pools the same 
two problems mav result as discussed under withdrawals, 
namelv. that the book value or cost of the fund being trans- 
lerred will, in most cases, differ from the total market value 
of the flnits owned by that fund, and that if. marketable 
securities, .rather th^n cash, are to be transferred, chances 
are the book value of lhese securities will not be the same 
as their market value. 

The general rule that should be followed for. transfers \s that 
the fund balance and the marketable securities should be 
transferred at their recorded cost or carr>ing value. It should 
be quicklv pointed out, however, that the fair market value 
of the securities being transferred should be equivalent to 
the total market value of the units owned by the fund being 
transferred In other words, the fynd balance and the'sccu- 
rities transferred are recorded in the new pool at the same 
costs as the> were recorded in the old pool, but (he amount 
of securities being transferred is determined by the market 
vaKie of the units owned by the fund.being transferred. 

In recording these transfers, the differences -between the cost 
of the fund and the cost of the securities 4s either debited 
or credited to the gain or loss account on the old pool with 
just the opposite entry being made on the new pool. 

^gajn. however, it should be emphasizeci that the-anrrount 
of cash or securities transferred from the first ^ool is deter- 
mined by the total value of the unn^ owned by the fund 
being transferred. 

Distribution of Incoihe 

In determining the distribution of income earned by a pool 
during the year, the average number of units outstanding 
during the year is divided into the total income earned. The 
resultant amount is the income per unit which is used to 
calculate the total income each fund ip the pool, has earned' 
In computing the average number of units outstanding, either 
the totai unit« at the beginning of the month or the end of 
the month can be, used. Using the month end total seems 
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to be the most ofien used method and results m additions 
g<;tting a fuH month's incemji for the month m.uhich the\ 
••uere made and withdrauats getting no income tor the month 
durmg uhich rhe\ uere uuhdrav^n. If the beginning ot, the 
month |otals are used, just the opposite income distribution 
results ' 

Perforradnce E>^uation 

Evaluating the performance of a gi\^h m\tstment pool uhich 
IS using the I' nit Method for recording additions and uith- 
. drauals is quite Mmple Bv comparison of the unit value at 
the beginning of an> period uith the unit value at ihe end 
of the: period the increase or decrease value can be ascenained. 
This figure can be conv erted into a percentage for comparison 
vviih other pools or indexes B\ adding the average income 
earned by each unit to the increase or decrease in the unit 
value, the total return of the pool can also be calculated and 
convened to a percentage for comparison purposes 

Number of Investment Pools 

Often the question is asVed. hou manv investment pools 
should a^ college or universitv have"* While it is not the 
pomt of this report to discuss the proper number that anv 
particular lastitution should have, it should be noted that 
b\ using th^ Umt*Method for recording transactions, the 
number of ^ools can •be determined solelv b> investment 
reasons. It is no longer necessar> to maintain separate m- 
vei>tment accounts in order to accuratelv account for income 
and gains and losses for an individual fund. 



Records 

Ihe onlv additiom^l record that needs to be maintained under 
the L nit Metho^is a record otjthe number of units owned 
bv each iund irv'a particular inveptmeni pool If fund balances 
are computerised, the addition olf the number of units ov^ned 
bv each fund can be easilv injrdrporated in the computer 
program Dn the oiheV handJ if fund balances are not 
computer/zed a simple ledger, j set up for the purpose of 
maintaining a record of fund balances and units, can be 
established uithout much difficult) 

As a last admonition, the L nit Method of accounting {4v 
investments is not difficult and can Be made, as simple/or 
sophisticated as the institution ma\ desire The advantages 
uhich adhere to it. uill greatlv offset the efforts that it /akes 
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